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contained in any prospectus or any
other information provided by an
issuer or a broker or dealer.

Information You Should Get

In addition to this statement, your
broker is required to give you a state-
ment of your financial situation and
investment goals explaining why his or
her firm has determined that penny
stocks are a suitable investment for
you. In addition, your broker is re-
quired to obtain your agreement to the
proposed penny stock transaction.

Before you buy penny stock, Federal
law requires your salesperson to tell
you the ‘‘offer’” and the “‘bid” on the
stock, and the ‘‘compensation’” the
salesperson and the firm receive for the
trade. The firm also must send a con-
firmation of these prices to you after
the trade. You will need this price in-
formation to determine what profit or
loss, if any, you will have when you
sell your stock.

The offer price is the wholesale price
at which the dealer is willing to sell
stock to other dealers. The bid price is
the wholesale price at which the dealer
is willing to buy the stock from other
dealers. In its trade with you, the deal-
er may add a retail charge to these
wholesale prices as compensation
(called a ““markup’ or “markdown’).

The difference between the bid and
the offer price is the dealer’s *“‘spread.”
A spread that is large compared with
the purchase price can make a resale of
a stock very costly. To be profitable
when you sell, the bid price of your
stock must rise above the amount of
this spread and the compensation
charged by both your selling and pur-
chasing dealers. Remember that if the
dealer has no bid price, you may not be
able to sell the stock after you buy it, and
may lose your whole investment.

After you buy penny stock, your bro-
kerage firm must send you a monthly
account statement that gives an esti-
mate of the value of each penny stock
in your account, if there is enough in-
formation to make an estimate. If the
firm has not bought or sold any penny
stocks for your account for six months,
it can provide these statements every
three months.

Additional information about low-
priced securities—including penny
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stocks—is available on the SEC’s Web
site at http://www.sec.gov/investor/pubs/
microcapstock.htm. In addition, your
broker will send you a copy of this in-
formation upon request. The SEC en-
courages you to learn all you can be-
fore making this investment.

Brokers’ Duties and Customers’ Rights
and Remedies

Remember that your salesperson is
not an impartial advisor—he or she is
being paid to sell you stock. Do not
rely only on the salesperson, but seek
outside advice before you buy any
stock. You can get the disciplinary his-
tory of a salesperson or firm from
NASD at 1-800-289-9999 or contact
NASD via the Internet at http:/
www.nasd.com. You can also get addi-
tional information from your state se-
curities official. The North American
Securities Administrators Association,
Inc. can give you contact information
for your state. You can reach NASAA
at (202) 737-0900 or via the Internet at
http://www.nasaa.org.

If you have problems with a sales-
person, contact the firm’s compliance
officer. You can also contact the secu-
rities regulators listed above. Finally,
if you are a victim of fraud, you may
have rights and remedies under state
and Federal law. In addition to the reg-
ulators listed above, you also may con-
tact the SEC with complaints at (800)
SEC-0330 or via the Internet at
help@sec.gov.

[70 FR 40632, July 13, 2005]

NATIONAL AND AFFILIATED SECURITIES
ASSOCIATIONS

§240.15Aa-1 Registration of a national
or an affiliated securities associa-
tion.

Any application for registration of an
association as a national, or as an af-
filiated, securities association shall be
made in triplicate on Form X-15AA-1
accompanied by three copies of the ex-
hibits prescribed by the Commission to
be filed in connection therewith.

(Sec. 15A, 52 Stat. 1070; 15 U.S.C. 780-3)

[13 FR 8209, Dec. 22, 1948. Redesignated at 30
FR 11851, Sept. 16, 1965]
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